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§ 1.504–1 Attempts to influence legisla-
tion; certain organizations formerly 
described in section 501(c)(3) de-
nied exemption. 

Section 504(a) and this section apply 
to an organization that is exempt from 
taxation at any time after October 4, 
1976, as an organization described in 
section 501(c)(3), and that ceases to be 
described in that section because it— 

(a) Is an action organization within 
the meaning of § 1.501(c)(3)–1(c)(3)(ii) or 
(iv), on account of activities occurring 
after October 4, 1976, or 

(b) Is denied exemption under the 
provisions of section 501(h) (see 
§ 1.501(h)–3 or § 56.4911–9). 

This section does not apply, however, 
to an organization that was described 
in section 501(h)(5) and § 1.501(h)–2(b)(3) 
(relating generally to churches) for its 
taxable year immediately preceding 
the first taxable year for which it is no 
longer an organization described in sec-
tion 501(c)(3). An organization to which 
section 504(a) and this section apply 
shall not be treated as described in sec-
tion 501(c)(4) at any time after the or-
ganization ceases to be described in 
section 501(c)(3). Further, an organiza-
tion denied treatment as an organiza-
tion described in section 501(c)(4) under 
this section may not be treated as an 
organization described in section 501(c) 
other than as an organization described 
in section 501(c)(3). For rules relating 
to recognition of exemption after ex-
emption is denied under section 501(h), 
§ 1.501(h)–3(d). 

[T.D. 8308, 55 FR 35592, Aug. 31, 1990]

§ 1.504–2 Certain transfers made to 
avoid section 504(a). 

(a) Scope. Under section 504(b), a 
transfer described in paragraph (b) or 
(c) of this section to an organization 
exempt from tax under section 501(a) 
may result in loss of exemption by the 
transferee unless the Commissioner de-
termines, under paragraph (e) of this 
section, that the original transfer did 
not effect an avoidance of section 
504(a). For purposes of this section, the 
term transfer includes any use by, or 
for the benefit of, the recipient of the 
transfer, but does not include any 
transfer made for adequate and full 
consideration. 

(b) Transferor and transferee commonly 
controlled—(1) Loss of exemption. A 
transfer is described in this paragraph 
(b) if it is described in paragraphs (b)(2) 
through (b)(6). The transferee of a 
transfer described in this paragraph 
will cease to be exempt from tax under 
section 501(a), unless the provisions of 
paragraph (e) of this section apply. 

(2) Transferor organization. A transfer 
is described in this paragraph (b)(2) 
only if it is from an organization 
that— 

(i) Is or was described in section 
501(c)(3), but not in section 501(h)(5), 
and 

(ii) Is determined to be an ‘‘action’’ 
organization (as defined in § 1.501(c)(3)–
1(c)(3)(ii) or (iv)), or is denied exemp-
tion from tax by reason of section 
501(h) and either § 1.501(h)–3 or § 56.4911–
9. 

(3) Transferor and transferee commonly 
controlled. A transfer is described in 
this paragraph (b)(3) only if, at the 
time of the transfer or at any time dur-
ing the transferee’s ten taxable years 
following the year in which the trans-
fer was made, the transferee is con-
trolled (directly or indirectly), as de-
fined in paragraph (f) of this section, 
by the same person or persons who con-
trol the transferor. 

(4) Time of transfer. A transfer is de-
scribed in this paragraph (b)(4) only if 
the transfer is made— 

(i) After the date that is 24 months 
before the earliest of the effective date 
of the determination under section 
501(h) that the transferor is not ex-
empt, the effective date of the Commis-
sioner’s determination that the trans-
feror is an ‘‘action’’ organization (as 
defined in § 1.501(c)(3)(ii) or (iv)), or the 
date on which the Commissioner pro-
poses to treat it as no longer described 
in section 501(c)(3), and 

(ii) Before the transferor again is rec-
ognized as an organization described in 
section 501(c)(3). 

(5) Transferee. A transfer is described 
in this paragraph (b)(5) only if the 
transferee is exempt from tax under 
section 501(a) but the transferee is nei-
ther— 

(i) An organization described in sec-
tion 501(c)(3), nor 

VerDate Jan<31>2003 09:40 Apr 09, 2003 Jkt 200087 PO 00000 Frm 00063 Fmt 8010 Sfmt 8010 Y:\SGML\200087T.XXX 200087T



64

26 CFR Ch. I (4–1–03 Edition)§ 1.504–2

(ii) An organization described in sec-
tion 401(a) to which the transferor con-
tributes as an employer. 

(6) Amount of transfer. A transfer is 
described in this paragraph (b)(6) only 
if the amount of the transfer exceeds 
the lesser of 30 percent of the net fair 
market value of the transferor’s assets 
or 50 percent of the net fair market 
value of the transferee’s assets, com-
puted immediately before the transfer. 
For purposes of this paragraph (b)(6)— 

(i) The amount of a transfer by a 
transferor is the sum of the amounts 
transferred to any number of trans-
ferees in any number of transfers, all of 
which are described in paragraphs (b)(2) 
through (b)(5) of this section, and the 
time of the transfer is the time of the 
first transfer so taken into account; 
and 

(ii) The amount of a transfer to a 
transferee is the sum of the amounts 
transferred by a transferor to the 
transferee in any number of transfers, 
all of which are described in para-
graphs (b)(2) through (b)(5) of this sec-
tion, and the time of the transfer is the 
time of the first transfer so taken into 
account. 

(c) Other transfers—(1) Transfers in-
cluded. A transfer is described in this 
paragraph (c) if it would be described in 
paragraph (b) of this section except 
that either— 

(i) The amount of the transfer is less 
than the amount determined in para-
graph (b)(6) of this section, or 

(ii) The transferor and transferee are 
not commonly controlled as described 
in paragraph (b)(3) of this section, or 

(iii) The transferee is an organization 
described in sections 501(c)(3) and 
501(h)(4). 

(2) Loss of exemption. The transferee 
of a transfer described in this para-
graph (c) will cease to be exempt under 
section 501(a) if the Commissioner de-
termines on all the facts and cir-
cumstances that the transfer effected 
an avoidance of section 504(a). In deter-
mining whether a transfer effected an 
avoidance of section 504(a), the Com-
missioner may consider whether the 
transferee engages, or has engaged, in 
attempts to influence legislation and 
may also consider any factors enumer-
ated in paragraph (e) of this section. 

(d) Date of loss of exempt status. A 
transferee of a transfer described in 
paragraph (b), (c)(1)(ii), or (c)(1)(iii) of 
this section will cease to be exempt 
from tax under section 501(a) on the 
date that all requirements of para-
graph (b), (c)(1)(ii), or (c)(1)(iii) (other 
than the determination by the Com-
missioner) are satisfied. A transferee of 
a transfer described in paragraph 
(c)(1)(i) of this section will cease to be 
exempt from tax under section 501(a) 
on the date of the last transfer pre-
ceding notification of the transferee 
that the Commissioner proposes to 
treat the transferee as other than an 
exempt organization. 

(e) Transfers not in avoidance of section 
504(a). Notwithstanding paragraph (b) 
of this section, if, based on all the facts 
and circumstances, the Commissioner 
determines that a transfer described in 
paragraph (b) did not effect an avoid-
ance of section 504(a), the transferee 
will not be denied exemption from tax 
by reason of section 504(b) and this sec-
tion. In making the determination 
called for in the preceding sentence, 
the Commissioner may consider all rel-
evant factors including: 

(1) Whether enforceable and effective 
conditions on the transfer preclude use 
of any of the transferred assets for any 
purpose that, if it were a substantial 
part of an organization’s activities, 
would be inconsistent with exemption 
as an organization described in section 
501(c)(3); 

(2) In the absence of conditions de-
scribed in paragraph (e)(1) of this sec-
tion, whether the transferred assets are 
used exclusively for purposes that are 
consistent with the transferor’s exemp-
tion as an organization described in 
section 501(c)(3); 

(3) Whether the assets transferred 
would be describe in § 53.4942(a)(–2(c)(3) 
before, as well as after, the transfer if 
both the transferor and transferee were 
private foundations; 

(4) Whether and to what extent the 
transfer would satisfy the provisions of 
§ 1.507–2(a) (7) and (8) if the transferor 
were a private foundation; 

(5) Whether all of the transferred as-
sets have been expended during a pe-
riod when the transferee was not con-
trolled (directly or indirectly) by the 
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same person or persons who controlled 
the transferor; and 

(6) Whether the entire amount of the 
transferred assets were in turn trans-
ferred, before the close of the trans-
feree’s taxable year following the tax-
able year in which the transferred as-
sets were received, to one or more or-
ganizations described in section 
507(b)(1)(A) none of which are con-
trolled (directly or indirectly) by the 
same persons who control either the 
original transferor or transferee. 

(f) Control. For purposes of section 504 
and the regulations thereunder— 

(1) The transferor will be presumed to 
control any organization with which it 
is affiliated within the meaning of 
§ 56.4911–7(a), or would be if both orga-
nizations were described in section 
501(c)(3), and 

(2) The transferee will be treated as 
controlled (directly of indirectly) by 
the same person or persons who control 
the transferor if the transferee would 
be treated as controlled under 
§ 53.4942(a)–3(a)(3), for which purpose 
the transferor shall be treated as a pri-
vate foundation. 

[T.D. 8308, 55 FR 35592, Aug. 31, 1990]

§ 1.505(c)–1T Questions and answers 
relating to the notification require-
ment for recognition of exemption 
under paragraphs (9), (17) and (20) 
of Section 501(c) (temporary).

Q–1: What does section 505(c) of the Inter-
nal Revenue Code provide? 

A–1: Section 505(c) provides that an organi-
zation will not be recognized as exempt 
under section 501(c)(9) as a voluntary em-
ployees’ beneficiary association, under sec-
tion 501(c)(17) as a trust forming part of a 
plan providing for the payment of supple-
mental unemployment compensation bene-
fits, or under section 501(c)(20) as a trust 
forming part of a qualified group legal serv-
ices plan unless notification is given to the 
Internal Revenue Service. The notification 
required of a trust created pursuant to sec-
tion 501(c)(20) and forming part of a qualified 
group legal services plan is set forth in Q&A–
2. The notification required of an organiza-
tion organized after July 18, 1984, and apply-
ing for exempt status as an organization de-
scribed in section 501(c) (9) or (17) is set forth 
in Q&A–3 through Q&A–8. The notification 
required of an organization organized on or 
before July 18, 1984, and claiming exemption 
as an organization described in section 501(c) 
(9) or (17) is set forth in Q&A–9 through Q&A–

11. However, an organization that has pre-
viously notified the Internal Revenue Serv-
ice of its claim to exemption under section 
501(c) (9), (17), or (20) or its claim to exemp-
tion under those sections pursuant to an-
other provision of the Code, is not required, 
under section 505(c), to submit a renotifica-
tion (See Q&A–2 and Q&A–12). 

SECTION 501(C)(20) TRUSTS 

Q–2: What is the notice required of a trust 
created pursuant to section 501(c)(20) and 
forming part of a qualified group legal serv-
ices plan under section 120? 

A–2: (a) A trust claiming exemption as an 
organization described in section 501(c)(20) 
will be recognized as exempt if the exclusive 
function of the trust is to form part of a 
qualified group legal services plan or plans. 
Exemption of the trust under section 
501(c)(20) will generally be dependent upon 
and coextensive with recognition of the plan 
as a qualified group legal services plan. 
Therefore, a trust organized pursuant to sec-
tion 501(c)(20) after July 18, 1984, need not 
file a separate notice with the Internal Rev-
enue Service of its claim to exemption be-
cause the notice required by section 120(c)(4) 
will suffice for purposes of section 505(c), 
provided a copy of the trust instrument is 
filed with the Form 1024 submitted by the 
group legal services plan. If the trust instru-
ment has not been filed with the Form 1024 
submitted by the group legal services plan, 
the trust must comply with (and exemption 
will be dependent upon) the filing applicable 
to a trust organized on or before July 18, 
1984. For the notice required and effective 
dates of exemption of a qualified group legal 
services plan under section 120, see § 1.120–3. 

(b) A trust organized on or before July 18, 
1984, that claims exempt status as a trust de-
scribed in section 501(c)(20) and that forms 
part of a qualified group legal services plan 
which has been recognized as exempt under 
section 120, must file a copy of its trust in-
strument with the Internal Revenue Service 
before February 4, 1987. If a copy of the trust 
instrument is filed within the time provided, 
the trust’s exemption will be recognized 
retroactively to the date the qualified group 
legal services plan was recognized as exempt 
under section 120. However, if a copy of the 
trust instrument is filed after the time pro-
vided, exemption will be recognized only for 
the period after the copy of the trust instru-
ment is filed with the Internal Revenue 
Service. See Q&A–7 for a further discussion 
of date of filing. A trust that has previously 
filed a copy of its trust instrument with the 
Service need not refile that document. 

SECTION 501(C)(9) AND (17) ORGANIZATIONS 
ORGANIZED AFTER JULY 18, 1984

Q–3: What is the notice required of an orga-
nization or trust, organized after July 18, 
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